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PREFACE 
An essay on the legal aspects of the franchise contract is a timely venture. 
This marketing system has changed the face of main street and the suburb. As 
if by magic, the new franchised outlets have appeared all over the country. True, 
as in any new marketing system, problems will arise; however, the problems here 
are unique because traditional marketing systems did not include individuals acting 
as owner-managers, but giant companies with their trained executives. When an 
improfitable investment was made, the company simply rid itself of it and wrote 
it off as a tax loss. But, with the common law marriage of owner-managers 
and their capital with giant companies, unique and novel problems presented 
themselves. 
The first chapter serves as an introduction to franchising as an important 
marketing technique. A discussion is given on the theory of franchising and 
definitions of all important terms are given. 
The second chapter is concerned with the advantages and disadvantages 
of a franchise contract with emphasis on the views of the authorities in the area. 
In the third chapter, a survey is given of the franchisee's views on the 
advantages and disadvantages of the franchised contract. The opinions in this 
chapter are basically those of the franchisee, and to some extent, they are 
exploitative of the freedom granted an essayist. 
The final chapter is devoted to drawing a conclusion from the implications 
of the previously discussed chapters and exploring the questions that a prospective 
franchisee needs to ask of himself and the franchisor in determining whether the 
franchise system is suitable for him. 
The survey in chapter three was made from a non-random sample. 
Further study should be made using a random sampling; thus, all conclusions 
refer to material considered only. 
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CHAPTER I 
INTRODUCTION 
The economic institution of marketing with its many ramifications and 
divisions has led the field and paved the way for the commercial expansion 
that this country has experienced since the depression of the late 1920's and 
early 1930's. The marketing of products, whether it is merchandise or service, 
is increasingly of major importance to the business world today. The newest 
marketing technique used by businesses to market their merchandise or service 
is the franchise system. 
This system or marketing selects candidates of a variety of backgrounds 
who may have small amounts of capital and a willingness to learn and work, 
trains and makes them, in the company's view, salesmen and in the workers' 
view, entrepreneurs. The decision of making one's self available to a franchise 
company to become an entrepreneur is a large one with many ramifications, 
for along with this decision comes many financial and managerial problems that 
are complex and call for expert judgment in arriving at solutions. These 
problems could produce acute pains to a potential proprietor or an inexperienced, 
uncounseled proprietor new to the business world. In organizing a business, these 
problems must be considered. The franchise system eliminates many of these 
problems, but, first, the problem of selecting a franchise company poses itself. 
2 
Statement of the Problem 
In selecting a franchise company, the prospective franchise operator 
needs to know a great deal about the parent chain—about the products, services, 
markets, and claims. Especially, he needs to understand that in accepting a 
franchise, he binds himself legally to a contract with a set of conditions which 
he may later regard as being to his disadvantage. Also, it may be advantageous 
for him to inquire into the different forms of control in the franchise contracts 
that the franchisor may be able to exercise over him. 
The purpose of this study is to investigate the franchise contract and seek 
to determine if its advantages appeal to the franchisee as they do the franchisor, 
and to find out whether they appeal to the franchisee after he has had some 
experiences working under the contract as it did before he signed it. 
Method of Procedure 
First, an investigative study is made of material relating to the franchise 
contract from principles taken from the authorities in the franchise area. After 
this information is collected, a survey will be made of the system and field 
visits will be made to several stores organized under the franchise system to 
collect information on the contractual relationship of the franchisee and the 
franchisor to seek out problems that have arisen under the contract and the 
3 
solutions to such problems. This information will be analyzed and interpreted. 
From these analyzations, generalizations and conclusions will be made. 
Significance of Study 
The results of this study, which is aimed to uncover and investigate 
the contractual problems involved in selecting a franchise, will be helpful to 
those who desire to study further in this area, and to those who plan to organize 
and operate a franchised business; also, this study will be informative to the 
parent companies in that it will expose the problems that a potential franchisee 
may consider in examining and evaluating the company’s franchise contract. 
The Franchise Contract 
A franchise is a form of a contract; and, as in all contracts, each party 
should undertake certain obligations and in turn expect to reap certain benefits. 
It is an agreement between two parties under which one party gives the other 
1 
the right to handle his product under certain mutually agreed upon conditions. 
These conditions might set out the area in which the franchisee is restricted to 
selling; it might specify the only product that he can sell; it might specify cer¬ 
tain types of methods he may use; or, it may enumerate the obligations of the 
franchisee's company to the parent franchisor or vice versa. Also, it is a 
‘'‘Daniel J. Scherer, Financial Security and Independence Through a 
Small Business Franchise (New York: Pilot Industries, Inc., 1960), p. 7. 
4 
license arrangement under which a company grants a right to use its name and 
to sell its products or services. The person invests his own money into the 
business and legally he owns it. Generally, the person pays the parent 
company a fee or a set percentage of sales, or, he may agree to buy its 
equipment and supplies. On their part, the franchisors guarantee high 
quality materials, take care of national advertising and promotion, and give 
2 
advice and training. All franchise contracts have in common the conferring 
upon individuals the rights to use a certain brand name or trade mark and to 
conduct his business under that name. Normally, the owner of the brand or 
trade mark will require the franchise holder to meet certain standards, not 
only as a condition of obtaining the franchise, but as a condition of holding it. 
In some cases, the degree of uniformity required of franchise holders is great; 
in others, it is relatively insignificant. In addition, it is generally true that 
operating a small franchised business involves a continuing relationship with 
the franchise holder. Like most business ventures, there is an element of 
3 
risk that must be accepted. (The idea is to reduce risk to a minimum.) 
There may be restrictive elements in the specific franchising agreement that 
Robert Rosenberg, "Your Own Business," Washington Evening Star, 
October 30, 1966, p. 1. 
3 
Task Force for Equal Opportunity in Business, Franchise Company 
Data, A Report Prepared by the U. S. Department of Commerce (Washington, 
D. C. : Department of Commerce, 1965). 
5 
impose limits on sources of supply, or bind the franchisee on parts of his 
operation, or even keep him for a time from entering a similar type of 
business should he choose to discontinue operations with a chain. There may 
be sales quotas and inflexible franchising fees. These must be noted and 
4 
weighed carefully in studying any type of franchising plan. Also, under 
franchising contracts, the parties may find that the relationship is at times 
very close, while in others, it may become little more than a commercial 
buyer-supplier relationship. 
Since no contract is a one-way street, there are also aspects of the 
franchise which, if not actually disadvantageous may tend to offset some of the 
benefits. The franchisee may find, in some cases, that he feels trammeled by 
the extent of the franchisor's control over his operations. This can be 
anticipated to some extent by having a good understanding of the franchise 
agreement before it is signed. The franchising company may at times want 
all the operations using its name to undertake a course of action (such as 
starting to sell a new product or discontinuing an old one) which an individual 
franchisee may consider disadvantageous. If the franchisee decides to sell his 
franchise, the next holder may have to be approved by the franchisor and this 
5 
can at times present problems. It goes without saying that no one should 
1966 Directory of Franchise Organizations (New York: Pilot Industries, 
Inc., 1966), p. 1. 
5 
Task Force for Equal Opportunity in Business, Franchise Company Data, 
1965, p. ii. 
6 
enter into a contract as a franchisee lightly or without a thorough understanding 
of the terms of the agreement. Most franchising companies have standard 
contract forms for franchising, and it would probably be both unwise and 
inaccurate to make any attempt to generalize concerning the extent to which they 
6 
are willing to deviate from their norms. 
After one has decided to negotiate for a particular franchise, he should 
retain a lawyer in whom he has complete confidence. The lawyer’s fee is one's 
7 
best investment. Sign nothing without the lawyer's approval. Do not hurry; 
remember, a contract is two-sided and obligates both parties. Some of the 
basic points that a lawyer would look for when he goes over the franchise 
agreement are: the role of the franchisee as a holder, definition of the 
franchise, termination arrangements, renewal, franchise resale, sales quotas, 
product liability guarantees, financing terms, and the dealer support programs. 
While the contract or agreement form as presented to you may appear unalter¬ 
able, the fact that it is printed professionally (with no space for changes, additions, 
or deletions) does not mean that the lawyer cannot get concessions—and these 
8 
can be made by attaching "riders" to the basic agreement. 
6 
Ibid., p. 2. 
7 
Ibid., p. 3. 
8Scherer, p. 13. 
7 
Theory of Franchising 
As seen above, the holder of a franchise is given the benefit of the 
franchisor's experience and help in the choice of location, financing, marketing, 
recordkeeping, and promotional techniques. The business starts out with the 
advantage of an established product or service reputation. It is organized and 
9 
operated with the advantages of "Name" and "Standardization. " New patterns 
of franchising to go with the many needs are emerging. Most franchises are in 
retail or service fields, although many are being developed to facilitate 
manufacturing and distribution activities. Prevalent types of franchises are: 
1. Territorial or area franchise. A specific, and sometimes 
exclusive, sales area which is usually large enough to 
warrant sub-franchising. The franchisee's responsibility 
is to develop outlets within his territory. 
2. Operating franchise. The franchisee operates his own 
franchise or several franchises, but he does not sub¬ 
franchise. This type of franchise takes several forms: 
a. Co-ownership franchise. The franchisor and the 
franchisee usually become fifty-fifty partners. Both 
own half the business and split the profit. 
b. Co-management franchise. The franchisee buys a 
managerial interest in the business. The franchisor 
owns the building and the equipment, but does not 
share the profits according to his investment. He 
usually receives a lesser amount such as a percent 
of gross sales. 
9 
Counseling Notes, Office of Management Research Assistance, Small 
Business Administration, No. 3 (Washington, D. C., 1963), p. 1. 
8 
3. Lease franchise. This is similar to the co-management 
franchise except the franchisor does not share the profit 
of the business. The franchisee buys a lease to operate 
the business and has little or no investment in the business 
fixtures. The franchisor makes his profit on the lease and 
the merchandise sold to the franchisee. 
4. Licensee franchise. The franchisor supplies the methods 
and merchandise for operating the business. The franchisee 
usually buys or rents the building and furnishes it with the 
approval of the franchisor. The franchisor receives a 
percentage of gross sales. 
5. Manufacturing franchise. The franchisor supplies 
manufacturing knowledge, patterns, molds, and materials 
for the completion and sale of the product. This is similar 
to a licensee franchise.10 
In many instances, this is what a franchisee will receive when he 
contracts for a franchise or establish a franchise type of operation: 
1. One's product will have the backing of an established 
name and reputation stimulated by effective and accurate 
advertising. 
2. One's capital requirements are often much less than it 
would be if he had to open his own business. 
3. Franchising firms often offer financial assistance; also, 
as a holder of a reputable franchise, one may find it 
easier to get credit from his local bank. 
4. Centralized purchasing of equipment and supplies will 
result in savings. 
10Bank of America, "The Franchise Business," Small Business 
Reporter, VI, No. 12 (1965), p. 2. 
9 
5. Reputable firms will help one pick the best location and 
arrange the terms of the lease. 
6. Some firms take a market survey before contracting. 
7. One would get experience and assistance in merchandising 
techniques.1 
The new breed of franchising deals in services and methods as well as 
products. It starts on the basic premise that the public will buy a standardized 
product or service, and that the brand name of the product or service, whose 
quality is diligently maintained, will not only bring customers to one's outlet 
who have found satisfaction in another, but will create a product identification 
12 
in their minds which can be helpful to all franchisees. In terms of facilitating 
entry into the entrepreneurial group, franchising offers a number of advantages. 
Briefly, the advantages include: financial assistance, training, management 
aid, merchandising assistance—including national advertising in many cases, 
participation in fringe benefits sponsored by the franchisor, personal help in 
solving business problems that arise, and profits from the fruits of marketing 
and product research conducted by the franchising company. It should also be 
pointed out that most franchising firms deal with specialized retail or service 
items. This tends to reduce the amount of start-up capital needed, as well as 
holds down the amount that must be invested in inventory. It can also be said 
1966 Directory of Franchise Organizations, p. 1 
12 
Task Force for Equal Opportunity in Business, p. 2. 
10 
that established and reputable franchising firms tend to back their franchisees 
in every possible way. 
Once they select an individual as being qualified to operate one of their 
franchised establishments, they are eager to see him succeed—ont only because 
this is good for their own business, but because success will vindicate their 
13 
judgment of the franchisee as a competent businessman. Remember, the 
benefits of the franchise can be outweighed by the obligations of the contract; 
therefore, a thorough understanding of the contract and all of its terms are 
necessary. 
The terms that the author of this paper feels that the franchisee should 
be familiar with are defined below: 
3. 
DEFINITION OF TERMS 
1. Franchise - permission granted by a manufacturer to a distributor or 
retailer to sell his products. 
2. Franchisor - a person who grants permission to another person to sell 
his product. 
3. Franchisee - a person to whom permission is granted to sell another's 
product. 
4. Franchise Contract - an agreement between the franchisor and the 
franchisee enforceable by law that grants the franchisee permission to 
sell the franchisor's product. 
5. Franchise Agreement - a franchise contract that is legally enforceable. 
6. Covenant not to compete - a clause in a contract that forbids the franchisee 
from working in or operating a similar establishment after the franchisee 
has severed the franchise relationship in the area of the franchise for a 
length of time. 
7. Trademark - a name, device, or symbol used by a franchisor to distinguish 
his goods from those of other companies. 
8. Royalties - a monthly or annually fee paid to the franchisor for the use of 
his trade name or trademark while in business; frequently, it is usually a 
percentage of income sales. 
9. Percentage of gross sales income - a proportion of the income derived 
from sales before any expenses have been subtracted. 
10. Percentage of net sales income - a proportion of the income derived 
from sales after expenses have been subtracted. 
11. Franchising - a system of distribution in which an individually owned 
business is operated as though it were part of a large chain, complete with 
trademarks, uniform symbols, design, equipment, and standardized 
services or products. 
12. Recriptive Clause - a statement in a franchise contract stating what a 
party to the agreement cannot do and it is legally binding. 
13. Escape Clause - the means by which the franchisor can reduce a bad loca¬ 
tion to liquidated damages and put an end to its exposure and continued 
liability. 
14. Capital Requirements - the amount of money required to pay for the 
acquistion of the franchise and all assets purchased for use in the 
business. 
15. Investment - the exchange of money for some form of property which, it 
is expected, will be held over a considerable period of time and given a 
return. 
16. Consideration - something of value given in exchange for a franchise or 
something else of value; money given for a franchise. 
17. Chain - a number of similar establishments under one management. 
18. Single Purpose Building - a building that has been constructed in such a 
manner that it can only be used for one purpose without a major renovation. 
19. Sole Distributor - the exclusive right to represent the franchisor and sell 
his products in a particular area. 
20. Quota - a certain number or quantity of a product that a franchisor requires 
the franchisee to sell in order to continue to stay in business under the 
franchisor name. 
CHAPTER n 
The Advantages and Disadvantages of a Franchise 
Franchises have a strong appeal to the man of moderate capital who 
wants to go into business for himself. That appeal is even stronger where 
the franchisor offers an established product, national advertising, and a whole 
14 
panorama of how's and wherefore's. This appeal is even stronger to 
minority groups. The distinguished Negro economist, Thomas B. Jones, who is 
the author of the book entitled, How The Negro Can Start His Own Business 
published by Pilot Books, takes a position recommending franchised operations 
for bringing minority members into business ownership. He states that, "A man 
can work in a business for thirty years (30) and still not acquire the skills needed 
for ownership. " His contention is that the management assistance given by 
15 
franchising operations is needed to help a new entrant into entrepreneurism. 
With such a strong appeal, it is no wonder that in a continuous field 
survey conducted last year (1968) by the National Federation of Independent 
Business it was found that twenty-three percent of the nation's 5,000,000 
Harold Brown, "The Franchise Phenomenon," Case and Comment, 
LXXHI, No. 5 (September-October, 1968), p. 46. 
15JeffreyW. King, Wall Street and U. S. Business, Vn, No. 2 (February, 
1969), p. 17. 
14 
independent business enterprises operated under a franchise and the percentage 
16 
is increasingly high. The effectiveness of this marketing system is borne out 
of the fact that franchising today accounts for nearly eighty billion dollars in 
17 
retail sales and it spans hundreds of industries. 
To fully understand the franchise industry, with its terrific rate of 
growth, it is necessary to look at the marketing aspects of the contracts. 
Generally, the franchise contract gives the franchise holder the right to sell 
18 
for or represent the parent firm in an area. It is a marketing system which 
enables an individual or group of individuals to become associated with a 
national organization while at the same time maintaining the status of an 
independent business man. However, there is a strong interlocking relationship 
between the franchisor and franchisee; it is a relationship that can adequately be 
compared to that of a marriage. 
The commercial umbilical cord running from the franchisor to the 
franchisee certainly makes their relationship something less than one of autonomy. 
16 
Ibid., p. 16. 
17 Franchises International, Inc., Franchising and You (White Plains, 
New York: Franchises International, Inc., 1969), p. 2. 
18 
"Get A Franchise," reprinted from "Changing Times," The Kiplinger 
Magazine, May, 1959, p. 2. 
15 
The franchisors exercise some significant degree of control over both the 
internal and the external affairs of the franchisees. In the former category 
are requirements relating to such matters as source of supplies, conditions of 
resale, and market for supplies, business hours, bookkeeping techniques, and 
advertising activities. The external restraints restrict the franchises in his 
dealing with the third persons and relate to such matters as source of supplies, 
conditions of resale and market for resale. In some cases, the ties are so 
binding and the sanction for breach so severe that the franchisee has been 
20 referred to as an "economic serf rather than an independent businessman. 
It is generally agreed that the franchisor provides a proven system of 
operation, national organization, national support and image. Extensive 
services are provided by the franchisor. The franchisee contributes his own 
energies, talent, and dedication to the franchisee. He provides it with an 
21 
element of personal involvement difficult to achieve in other marketing systems. 
From the franchisor's viewpoint, the franchise system offers the advantages 
of owner-management at the retail level, avoiding the need for capital investment, 
avoiding the risk of improfitable outlets, and spreading the benefits of national 
Atlantic Refining Company v Federal Trade Commission, 331 F2d. 394 
(7th cir. 1964). 
21 
Franchises International, Inc., p. 2. 
16 
22 
or regional advertising under a single trade name. The latter is one service 
of the franchise system that is difficult to duplicate in any other type of marketing 
system which could benefit individual owners. 
Also some more advantages of franchising to the franchisors are: 
1. Investment capital for expansion 
2. Interested local management with cost and sales awareness 
3. Acceptance as a local establishment in the community 
4. Limited payroll and insurance costs 
5. Better marketing communications 
6. Good motivation resulting from individual ownership 
7. Thorough and selective distribution 
23 
8. Elimination of selling costs, thus reducing operating expenses. 
The services offered by franchise firms are not free. It is for these 
aids that a person contracts to pay a fee, a commission on gross receipts, 
and/or to purchase his supplies from the firm; however, the services and 
assistance one receives from the franchising firm should be reasonably 
proportionate to the price one pays for the right to sell the product or service. 
23 Bank of America, p. 2. 
17 
"Mutuality," as the lawyer says, "is fundamental to the franchise agreement. " 
As one successful franchise business representative puts it, "If the franchise 
holders make money, we make money. " This is not wholly true, the franchisor 
can make money when the franchisee does not make money. The franchise 
field is far ranging and of infinite variety; the ground rules are hazy, and 
there are no published standards of fair practice. Plenty of deals described as 
24 
"big money makers" have serious flaws. 
Nothing is perfect, of course, and operating a franchise has one major 
drawback; the constant supervision that the parent company maintains over its 
franchise is unpalatable to many businessmen of independent temperament. "A 
franchisee isn’t an independent businessman, "grumbles one disgruntled 
operator. 
Many prospective franchisees strongly resent being made to undertake 
training courses. Nevertheless, for hundreds of thousands of businessmen who 
want a higher income and can combine a sense of being independent with a 
willingness and ability to take advice, the advantages of a franchise far 
26 
outweigh its drawbacks. While many franchisees resent being made to 
24 
"Get A Franchise, " ,p. 2. 
25 
Noel Buckley, Fortunes in Franchising, Dun's Review and Modern 
Industry, April, 1964, p. 4. 
18 
undertake the training course many of them both in the negotiation and 
operation of a franchise, place their trust and confidence in the franchisor, 
not only in his financial analysis and prognosis of income and expenses but 
actually in the detailed day-to-day operations under the franchise. "The 
usual franchise agreement is truly a straight jacket for the franchisee, 
assigning to the franchisor the right continuously to supervise, inspect, 
control and descipline every aspect of the franchisee's operations. " Working 
manuals provided by the franchisor are not mere instructors' guides, but 
27 actually the most detailed disciplinary rules conceivable. 
In the food industry, for example, the franchisor usually has a 
commissary and requires the franchisee to purchase from it all food and 
supplies sold by the franchisor. In some cases, the franchise merely states 
that the price list for such items will be published regularly, dependent on 
market conditions. Less frequently it will be provided that such prices shall 
be "competitive. " Unfortunately for the franchisee, it frequently develops that 
such prices run from 25% to 200% above those for identical products on the open 
market. By the time this is discovered, the franchisee is hopelessly locked into 
the situation. Even if the franchise is terminable at will or at some moderately 
brief interval, the "covenant not to compete" will bar his continuation in the 
28 
business after severing all other connections. 
27 Brown, p. 46. 
28 
Ibid., p. 47. 
19 
As one of the franchisees stated in the survey, in getting the franchise 
he has to buy his products from some certain controlled companies. He has to 
pay a co-op fee and if he wishes to drop out it means he might not get the 
products when he needs them thus resulting in having to get them from some¬ 
where else; then, the franchisor could find something wrong and cancel the 
franchise with a loss of money if the franchisee dropped out of the program. 
Under the guise of "quality control, " the franchise will also provide 
that as to products not offered for sale by the franchisor, the franchisee can 
purchase his requirements only from suppliers from time to time approved by 
the franchisor. This carries with it the power to require such supplies to 
make secret kick-backs to the franchisor in direct relation to the dollar amount 
of purchases by their franchisee. 
Suffice it to say that few franchisors could resist such inherent 
temptations. Such kick-backs can often range from 2% to 10% or more of the 
suppliers sales to the franchisees. 
While legitimate interests may thus be served, the situation is pregnant 
with dangers, and unfortunately these risks are increased in direct ratio to the 
vigor and intensity of the franchisor's determination to "insure the franchisee's 
success" and thereby his own. In such instances, particularly in the food 
industry, there is almost no limit to the bénéficient paternalism exercised by 
29 
the franchisor, frequently under the guise of quality control. In the fast- 
29 
Ibid., p. 46. 
20 
food business, the same story is told over and over—a national name and image, 
low overhead, small inventory, simple operation, high volume, experienced 
assistance, skilled management, and exclusive, protected, sizable territory, 
and a great profit; but never, a person to direct your every day behavior. 
The saddest case in the franchise industry is where the complete plans 
and specifications are furnished by the company and the company purchases the 
land, constructs the building and leases it and/or leases a building and sublease 
it to the franchisee. 
When the building is built by the company’s plans, the situation is worsened. 
Most franchise companies' plans require a building of unique design that makes 
the building and location single purpose. A single purpose building is often an 
obstacle in negotiating the lease and in obtaining a building permit, particularly 
30 
in areas where communities have architectural planning boards. 
Realtors realize that location is important to many franchisors. One 
procedure has been for the property owner to become the investor—then he 
constructs the building to the specifications of the parent company and leases 
it to the firm for a fifteen year term, with two-ten-year renewal options. Then 
the franchisor negotiates with a prospective franchisee for the sale of the equip¬ 
ment and leases the facility to him for perhaps ten years, in the transaction 
30 
Coleman R. Rosenfield, "Franchising and the Lawyer. " Case and 
Comment, LXXm, No. 6 (November-Deeember, 1968), p. 27. 
21 
the franchisor may earn a ten percent write-up of the lease which it has with 
31 
the investor-owner. 
The franchisee also sells the franchise company products and receives 
instructions in the minute details of the operation. Such is the case with the 
service station industry and a few other franchises. Surely, this type of 
operation arrangement is not ownership but localized management and is most 
beneficial to the parent rather than the franchisee. This is fast becoming the 
nature of the fast-food industry where most franchises operate. Generally in 
this type of arrangement, everything is leased or purchased from the company 
and sometimes not at competitive prices. 
One of the greatest disadvantages of the franchise system is the cost of 
the franchise or the franchise fee. This amount generally ranges in the thousands. 
Many franchise companies claim that they do not charge a fee for the franchise, 
but they require the franchisee to pay a small percentage of a gross profit and 
sometimes net profit for the use of the company's name. This fee is simply 
paid just to use the name of the said company and sometimes for pamphlets 
and assistance in getting the business set up. In the lock-key type operation— 
the franchise fee is paid solely for the name of the company and two weeks of 
training or working at another of the company's franchised stores. 
31 Kurt G. Voss, "The Franchising Appeal, " The Christian Science 
Monitor, August 30, 1965, p. 11. 
22 
National advertising sounds good, but all franchisees are locally 
operated and in many cases a sizable minority of the franchisees that are not 
located in large urban areas do not directly benefit from national advertisement. 
All franchisees must contribute a certain percentage to advertising. It is true 
that advertising contributions to the parent company benefit a majority of the 
franchise units but not the minority that also make a contribution. Sometimes, 
it is more beneficial for some of the franchised units to advertise locally; thus, 
they should not be required to pay a percentage or the same percentage as other 
units that are benefited by area advertising. Of course, this is very subjective 
but it does serve to illustrate another disadvantage of the franchise. 
The franchise agreement is the contract between the franchisee and the 
company. It should set out the rights and obligations of each party, and the 
terms involved. Usually the contract is protective to the parent company, and 
the companies in the majority of the cases will never negotiate nor compromise 
it. Sometimes a company's franchise agreement is little more than a sales 
contract. Unfortunately, the contractual provisions of the franchise are 
usually so one-sided that even if the venture is successful, the franchisee remains 
at the mercy of the franchisor. Since the franchisor offers specialized skills 
and training, as against the inexperience of the franchisee, the contract will 
visually provide for "a covenant not to compete" regardless of the reason for 
ultimate termination of the franchise. Particular emphasis should be placed 
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upon the covenant not to compete. It is usually specified as being independent 
of any other contractual provision and to be effective regardless of the cause of 
termination. Normally a "covenant not to compete" will be sustained if its 
substantive requirements are reasonable and the court will aid such a covenant 
by modifying the provisions as to time and distance if the latter appears excessive. 
Generally, such a covenant is used to restrain a former employee or the seller 
of a business. But in the franchise case, the franchisee will have made an 
initial capital investment and this will have increased as he amortizes the 
original debt. If the franchise is terminated by either party, regardless of the 
reason, enforcement of the "covenant not to compete" would result in a penalty 
or forfeiture unless the facilities could readily be used for a non-competitive 
business. Because of the business, the location of the building and the design 
of the building, it is generally very difficult to convert the business into a non¬ 
competitive business without incurring a great deal of expense. However, the 
franchisee does have a choice of continuing to submit to exploitation by the 
franchisor or else to terminate the franchise and forfeit his investment in the 
business. Of course, this is a grim and difficult decision. 
CHAPTER III 
A Survey of the Franchisee's Views on the Advantages and Disadvantages 
of the Franchised Contract 
The objective of this survey is to attempt to ascertain whether the 
franchisee is happy and satisfied with the franchise system and his relation¬ 
ship with it. As the author pointed out earlier, there are many ills and pitfalls 
in the franchise system. Thus, the purpose of this survey would be to ascertain 
whether the persons involved in the franchise system have been unduly criticized 
and discredited. 
There are several limitations that this study has: (1) the author was 
unable to communicate with those persons who were unable to remain in 
business under the franchise system because of competition, sickness, lack 
of cooperation or understanding from the franchisor; (2) the author was unable 
to communicate with those who were in business under the franchise system, 
but decided to remain in business without being under it; (3) the author was 
unable to compare specific franchise companies with their franchisee's answers. 
Questionnaires were sent to one hundred and fifty persons. Eighty-five 
were returned. 
Before considering the franchisee's view, a general view of the franchisor 
is considered. The franchisor views franchising as a chain of small businesses 
bound by the image and policies of a parent company. The person buying a 
franchise does not buy his own business. He buys a success package from a 
company who shows him how to use it. Actually, he sees the franchise 
agreement as a partnership with the franchisee becoming a junior partner. 
However, a good franchise can provide a beneficial relationship to both parties 
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and abuses neither party. 
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1. When you and the franchisor discussed the contract, was your lawyer 
present? 17% Yes 83% No 
In their zeal to "look into" the business of the franchise company, many 
prospective franchisees do not contact a lawyer until after they have had 
preliminary discussions and in many cases made preliminary agreements. 
The responses to this question indicates that such is the case. In the preliminary 
stages of negotiation, it is imperative to be represented by legal counsel or a 
qualified accountant. Perhaps, it would be best to have both present. Such a 
venture carries with it not only legal problems but great financial and economic 
involvement. Without competent advice in either of these areas, there is a 
possibility of suffering great financial reverses. 
Some reputable franchising companies rely on franchise agreements as 
instruments of mutual understanding, in the hope and belief that the franchisee 
will read it in good faith and be certain of his obligations to the parent company 
as well as the company's obligation to him. But failure to read a franchise 
contract carefully—indeed, failure to discuss the contract with an attorney too— 
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can lead to unhappy results. 
2. When you signed the contract did you have legal counsel? 43% Yes 
56% No 
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Seemingly, less than half of the franchisee’s lawyers were present when 
the franchise agreement or contract was executed. After all discussions have 
been concluded, the necessity of having a lawyer is lessened. At this point a 
lawyer can only recommend that you either accept or reject the contract—in 
either case the franchisee suffers a loss. If the contract is accepted, there is 
the possibility that the lawyer or accountant could have negotiated a better deal 
or he could have advised his client what obligations had to be fulfilled by 
accepting this deal. If the contract is rejected and the franchisee is still 
interested in the company's franchise, he must start the negotiation all over 
again. 
3. Did your lawyer approve the franchise contract without any alterations 
after carefully studying it? 44% Yes 56% No 
The best known franchise companies are generally the most powerful 
and rarely do they change or alter their contracts. Besides negotiating from 
a "power position," they generally like to preserve uniformity in their contracts. 
Many attorneys do not approve of company's contracts but are powerless to get 
their clients to understand why they feel that one little point of disagreement in 
a contract may be highly detrimental in the future, especially, when the 
franchisee has definitely made up his mind that this is the franchise he wants. 
Also, the franchisor is aware that the reason why the prospective franchisee 
is before him is because he is interested in a company's franchise. The 
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company, in such a situation, point blankly leaves the decision up to the 
prospective franchisee, he can take it as it is or he can leave it. 
It goes without saying that no one should take a contract or a franchise 
lightly, or without a thorough understanding of the terms of the agreement. 
4. Did you think that the contract could be altered? 59% Yes 41% No 
Prospective franchisees, like the average layman, feel that a printed 
contract form, especially if it is said to be a uniform contract, cannot be 
altered. However, a very strong minority made the ill-fated assumption that 
the contract could not be altered. Most franchising companies have standard 
contract forms for their franchises, and it would probably be both unwise and 
inaccurate to make any attempt to generalize concerning the extent to which 
they are willing to deviate from their norms. The normal precaution of having 
a possible proposed contract (in this case a franchise agreement) reviewed by a 
competent professional person is certainly in order before signing. 
5. Did you attempt to make any alterations? 31% Yes 69% No 
Surprisingly, only 31% or a small minority of the franchisees even 
attempted to alter the contract. It is the author's view that complete satisfaction 
with the contract did not account for the small percentage of persons who 
attempted to change, but because many assumed that it could not be changed. 
While the contract or agreement form as presented may appear 
unalterable, the fact that it is printed professionally with no space for changes, 
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additions or deletions does not mean that it is generally acceptable to everyone, 
nor does it mean that it could not be changed, and it does not mean that your 
lawyer cannot gain concessions—these can be made by attaching "riders" to 
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the basic agreement. 
6. Were any alterations made? 42% Yes 58% No 
Only 42% of the 31% who attempted to make alterations were successful 
in making them. We then can see the actual figures taken into consideration, 
only eleven persons out of one hundred are able to make any changes or 
alterations in the contracts. Since the contracts are usually prepared by the 
company's attorney, the company is in a very good legal position if a case 
should arise concerning a legal interpretation of a clause. This is one reason 
why companies push for uniform contracts. 
7. Before signing the contract, did you have the desire to be your own boss? 
92% Yes 8% No 
It has been stated by many authorities in the franchise field that franchise 
is the last field for "mom and pop" type entrepreneurship. Almost every person 
who enters the franchise field has the desire to be his own boss. This is 
ultimately supposed to be one of the strong advertised claims of the franchise 
p. 3. 
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system. According to the percentage figures above, a great majority of the 
persons who enter the franchise field still believe that the franchise system 
offers individual entrepreneurship. 
8. After signing the contract, do you feel that you are your own boss? 
100% Yes 
Authorities claim that "so called" entrepreneurs of individual stores or 
outlets in a franchise chain are only localized managers. They support this 
claim by pointing to the importance of eve ry minute and every detail directive 
on how to rim the business, that the franchisee must follow to remain under the 
franchise. These rules and regulations resemble and in many cases are more 
detailed than company rules and regulations that set policies for branch offices. 
The franchisors claim that these rules and regulations are necessary for sake 
of national image and uniformity; thus, they strictly enforce them. The ultimate 
threat for not following the rules or company policies is expulsion or the taking 
of one's franchise. 
The one hundred percent "yes" answer here tends to disprove the theory 
of the authorities. However, upon taking a second look, one can easily see that 
there are two interpretations of entrepreneurship. The interpretation of the 
authorities seemingly would take into consideration the right of the owner to make 
policy decisions. In a strong franchise chain, policy-making decisions are not 
made by the franchisee but by the franchisor. The franchisee sees entrepreneur- 
ship as the "boss" or the person who calls all of the shots and gives all of the 
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orders within the realm of the "company defined policies." Surely, the conflict 
seems real in as much as the so-called owner receives and gives orders. In one 
instance he is manager and in one instance he is owner. Because the franchisor 
receives a percentage of the profit, because he makes the policy-making decisions, 
because the company claims each outlet as a part of the chain, and because the 
company has the right of expulsion of a person and/or a store from the chains, 
the author of this paper supports the claim of the authorities in certain cases. 
The author feels that it is the kind of franchise that determines whether the 
person would fall into the category of manager or owner. If that franchise 
is patterned after the service station industry where the company builds the 
station and leases it to an individual and determine what should be sold and how, 
the franchisee is surely just a localized manager or a better term would be a 
participated manager. He is a manager and participates in the profits of the 
station. 
The franchise system calls for a person who is able to take orders. If 
the person is already seasonably grounded in the art of the business, then he 
would do better not as a member of a franchise system. If he is a layman in 
the business world, he needs to take advice. The problem arises when the 
franchisee, after a few years of taking orders and running the business, becomes 
an expert and does not need the protection of the franchise. Should he remain as 
a participated manager as part of the system or should he become a full entre¬ 
preneur by disassociating his unit from the franchise chains? 
32 
One franchise owner stated that his unit was in the process of filing 
bankruptcy. He felt that this was partially due to the company control of 
pricing of the products sold, and the exorbitant fees charged by the parent 
company. 
9. Do you and the company agree on most major points? 92% Yes 8% No 
Generally, the franchisee and franchisor agree on most major points. 
These are generally the points that the franchisee becomes familiar with from 
the beginning. These are points that the franchisee pays for. In a situation 
where the franchisee is too independent minded and does not take the franchisor's 
advice, seemingly, there will be a great deal of differences and discontent which 
would cause disagreement on most points. 
10. In fulfilling your obligations under the contract and in managing the business, 
do you feel a lack of independence? 29% Yes 71% No 
One of the claims of the critics of the franchise system is that the system 
creates uniform managers out of the franchisees. A sizable minority feels a 
lack of independence in managing the business. A dealer soon finds he 
achieves his comparative independence by recognizing his dependence on the 
parent company. 
Nothing is perfect, of course, and operating a franchise had one major 
feed-back; the constant supervision that the parent company maintains over its 
franchisees is unpalatable to many businessmen of independent temperament. 
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11. Do you feel that you can build a better advertisement program than the 
company has for your particular business? 56% Yes 44% No 
A franchise can offer a coordinated nationwide advertising program that 
could be very effective and very beneficial to the franchisee. This advantage is 
usually restricted to large chain stores. Many franchisees (the majority in this 
survey) feel that they can build a better advertisement program than the company 
has for their particular businesses. 
The problem here is two-fold. The parent chain, of course, concentrates 
on nation-wide advertisement whereas the franchisee would like to concentrate 
on more local advertisement. 
The second part of the problem and the most disliked is that in many 
cases, the franchisee has to pay a percentage of sales to the national company as 
a contribution toward advertising expense. 
12. Do you feel that the parent company has so much control over you that it 
would dictate policies and practices injurious to you, but not to others in 
the chains? 27% Yes 73% No 
Actually, what is good for the majority is good for the chain and this 
must be taken into consideration. This is one reason why many franchise 
contracts require a degree of parent company control. In addition to 
protecting the company name and reputation which is really a benefit to the 
franchisees, the control is really a type of continuing education for the dealers. 
In creating a strong franchise system, the parent company must teach the 
business according to his methods. If some operators disagree or if some 
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operators are injured, it is for the benefit of all: the greatest good for the 
greatest number. The majority of the franchisees in this survey feel that the 
parent company does not share a philosophy of "the greatest good for the 
greatest number. " 
13. Have you found it necessary to handle a product or service or participate 
in a promotional program that you find impractical, unimportant, unprofit¬ 
able, or even offensive? 29% Yes 71% No 
Some franchisees may dislike a particular program of the company and 
may feel rightfully that certain products should not be carried. There may be 
cases where certain products are seasonal in certain areas; wherein other 
areas, they may be in demand year round. Plus, some products may be in demand 
only in certain areas or certain parts of the country, but yet franchisees are 
required by the parent company to carry them in stock. 
Many operators of service stations and other retail type franchises 
voice displeasure with certain promotional activities as "two for the price of 
one," buy two and get one free" and the giving of trading stamps. Many feel that 
these promotional programs are thoroughly ineffective and may require more 
expenses or work than benefits derived. 
Some of the games played and the giving of trading stamps are even 
offensive to some owners. Some franchisees, in partial revolt against their 
35 
strong parent, refuse to trade in stamps, participate in promotional programs 
or handle products or service that they find are unprofitable or impractical. 
14. Have you found that in some problems that have arisen when there has been 
an adverse effect on profits, the company, left with a choice of cutting its 
own profits as against yours, acted to preserve its own margins? 23% Yes 
77% No 
There are many instances where the parent chains have acted to preserve 
and increase their profits margins by liquidating an improfitable business and by 
purchasing the more profitable ones. There have been cases where franchised 
operations benefited from unusually good locations and the franchisor has 
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repurchased the agreements and turned the outlets into company owned units. 
Of course, there have been several instances where franchisors have used the 
escape clause in the contracts and have left the franchisee holding the bag. 
A parent company is in the business to make money. Sometimes it is 
necessary to act to preserve its own margin at the expense of the franchisee 
for the good of the company. Thus, it may be advantageous to severe the 
franchisee agreement with some outlets and purchase others. 
15. Do you find that you work for the company and not for yourself? 23% Yes 
77% No 
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Parent firms recognized that franchisees have probably never managed 
a business before. This is why many franchisors' contracts require a degree 
of parent-company control, this is really a benefit to the franchisees. The dealer 
usually sets controls on business hours, production methods, store equipment, 
and even clothing worn by helpers. Many firms require the dealer to buy all 
his supplies from them, for both a profit and qualify control. 
"If the franchisee will just follow our guidance and advice," says 
President A. L. Tunick of the big Chicken Delight Chain, "his risk of failure 
is practically nil. " Nevertheless, franchisors in general complain that 
franchisees in general try constantly to change the operations in some way. 
This is the biggest single cause of conflict. "A franchise isn't an independent 
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business," grumbles one disgruntled operator. He is as much under the 
thumb of his supervisor as if he had a boss. 
16. Do you feel that you know more about your rights and obligations under the 
franchise agreement now than you did before entering into the contract? 
75% Yes 25% No 
In almost any situation, a person becomes aware of his rights and 
obligations once the situation becomes real. As the franchisee becomes 
familiar with the business and the fundamentals of the different aspects of the 
contract, he learns more about his rights and obligations under the franchise 
agreement. 
36 Buckley, p. 5. 
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Comparing the answer for this question with that of number one and two 
above, the author is certain that legal counsel could have enlightened the fran¬ 
chisee on some of his rights and obligations before he entered into the contract 
if he had been present. 
17. Is it easy to cancel your franchise? 58% Yes 42% No 
Contrary to the majority of the franchisees' belief that their contracts 
are easy to cancel, the majority of the franchise agreements that the author 
examined are difficult to cancel without severe financial penalties. Many of 
them with capital tied-up in buildings will be unable to carry on any similar 
type of business and the buildings or location may not be suitable for any 
other type of business. The loss of the business is a penalty. 
18. Do you have a quota clause in your contract? 75% Yes 25% No 
One of the most dangerous clauses in a franchise agreement is the 
"quota clause. " 
Other franchisors establish a continuing relationship including training 
before a franchisee opens his business and supervision afterwards. They may 
insist on retaining tight control over the franchise operation. 
With all of this control, some franchisees complain that they wind up 
working for someone else instead of having a business of their own, and some 
franchisors complain that once they set up the franchisee's business for him, 
he wants to go his own way and ignore the parent and if the unit produces only 
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a marginal profit or if the return percentagewise is very little, the profit 
motive would compel him to cancel the agreement. If there is a quota clause in 
the contract, then the job is very easy. The "quota clause" is a quick vehicle for 
a get-away from an improfitable franchise contract. The only reason needed to 
quickly cancel the agreement is a notice to the franchisee that the unit has failed 
to produce or meet its quota; of course, this is legal. 
19. Have you considered dropping your franchise contract and still carry on 
the business? 8% Yes 92% No 
The author is familiar with many former franchisees who because of 
the disagreements with the franchisors have simply dropped their franchises 
and carried on the business under another name. Many franchisors make sure 
that this cannot be done. They even include in their contracts clauses that for¬ 
bid the franchisees from setting up a competing business in that location or 
nearby for a length of time; also, some of the contracts forbid the franchisee 
from even working in a similar establishment for a period of time. 
20. Does the franchise give you an exclusive territory for the length of the 
franchise? 63% Yes 37% No 
Generally, most companies give protective territory to the franchisee. 
However, several companies claim that the more of their units within an area, 
the better it is for all the units because the name is constantly before the public; 
and thus, they do not give protective territory. Some companies have two 
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or three different franchises and will give exclusive territory for one of the 
franchises and if his area proves to be very profitable, the company will move 
in one of its other units. 
21. Does the company require some managerial aids that you do not need? 
77% Yes 23% No 
The parent company manual is the most disliked book that the franchisees 
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have, and the area supervisor is one of the most disliked persons in the area. 
Of course, disagreement is expected between any two persons if the relationship 
is of business and is extended over a period of time. The great majority who 
answer here support the proposition that there are some managerial aids that 
they do not like or do not need. 
22. Do you feel that all requirements in the contract are for the good of: (a) the 
business? 83% Yes 17% No (b) partly for the benefit of the fran¬ 
chisee and franchisor? 100% Yes 
The majority unanimously agree that the requirements in the contract 
are partly for the benefit of the franchisees and partly for the benefit of the 
franchisors. The contract is a two way avenue if it is a fair one. As to be 
expected, some rights are given and some obligations are taken. This is a 
mutual agreement, for certain rights one must give some concessions. 
38 
Buckley, page 4. 
40 
23. Were you totally satisfied with the contract? 63% Yes 37% No 
A contract is a mutual agreement and thus it involves two parties. 
Since this is the case, it is impossible to expect either of the parties to be 
totally satisfied with the contract. 
24. Under what conditions may your franchise be cancelled? 
These are the reasons that the franchisees give as the conditions under 
which their franchise could be cancelled: 
1. Nonperformance by the franchisee 
2. Failure to develop on schedule (quota clause) 
3. By giving thirty (30) days notice 
4. Insolvency 
5. By not keeping up the company's image 
6. Failure of the franchisee to pay royalty fee 
7. For selling other brand merchandise 
8. For breach of contract 
9. Low quality 
10. Not meeting quota 
11. Not paying discount 
12. Bootlegging 
13. For good cause 
14. Violating state, federal or local laws 
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15. Failing to submit sales reports 
16. Failing to purchase supplies from franchisor 
CHAPTER IV 
CONCLUSION 
Franchising gives the independent businessman an opportunity to apply 
his personal talents and drive to a profitable enterprise that also offers him 
the security and acumen of a national corporation. It is a later frontier for 
orderly growth as a private enterprise. 
As with any other business, final results are in direct proportion to 
the excellence of the product sold. That is why many franchisors put 
extensive research, testing, and studied development into their franchise 
programs before they can merit entry into the franchise industry. 
It is the view of many authorities and the author that the franchisee's 
success ultimately depends on his financial and personal compatibility with the 
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franchise program he chooses initially. For this reason, the franchisee 
should research and thoroughly investigate the requirements, rules, and the 
practices of the franchisor. 
In the same manner that he would investigate any investment, the 
franchisee should check the people with whom he will be doing business ; he 
must assure himself that the franchisor is committed to the long range success 
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of the franchise. In short, he must take time for investigation before he buys 
any franchise. His ability to select the proper program will have a most 
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significant effect on his future. 
A prospective investor should weigh his qualifications against the 
franchise opportunity. The author suggests the following questions to show 
the directions his inquiry should take. 
1. What are his own special qualifications? 
2. Has he enough capital to buy the franchise under consideration? 
3. What is the reputation for the franchise company and its principles? 
4. What are the terms of the contract? What are his rights and 
obligations under the franchise agreement? 
5. What is the purpose of the franchise fee? 
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6. Is there a promising market for the product or service? 
Franchising is not for everyone. Franchising is for the man who seeks 
business independence and the opportunity to prosper according to his own 
abilities and efforts. A successful franchisee is an entrepreneur who recognizes 
and uses a proven, established system of operation for his own benefit. Fran¬ 
chising is not for the person seeking a "get rich quick" scheme. Developing a 
4°Ibid., p. 3. 
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successful franchise requires adherence to the same rules which apply to owning 
one's own business independently. Franchising requires hard work, dedication 
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and perseverence. 
For hundreds of thousands of businessmen who want a higher income, and 
can combine a sense of being independent with a willingness and ability to take 
advice, the advantage of a franchise far out-weighs its drawbacks; however, a 
43 franchise must be evaluated to determine its advantages and disadvantages. 
In evaluating a franchise, the following questions must be answered: 
The Franchisor 
1. For how many years has the firm offering a franchise been in operation? 
2. Has it a reputation for honesty and fair dealing among those who currently 
hold a franchise? 
3. Will the firm assist with: 
(a) A management training program? (d) Capital? 
(b) An employee training program? (e) Credit? 
(c) A public relations program? (f) Merchandising ideas? 
4. Will the firm assist in finding a good location for the new business? 
5. Is the franchising firm adequately financed so that it can carry out its plans 
of financial assistance and expansion? 
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6. Has the franchisor shown any certified figures indicating exact net profits 
of one or more going firms which have been personally checked? 
7. Is the franchisor a one man company or a corporation with an experienced 
management trained in depth (so that there would always be an experienced 
man at its head) ? 
8. Exactly what can the franchisor do for the individual which he cannot do for 
himself? 
9. Has he investigated the franchisee carefully enough to assure himself that 
he can successfully operate one of their franchises at a profit both to them 
and to himself? 
The Franchise 
10. Did a lawyer approve the franchise contract after he studied it paragraph 
by paragraph? 
11. Does the franchise call upon the individual to take any steps which are, accord¬ 
ing to a lawyer, unwise or illegal in that particular state, county, or city? 
12. Does the franchise give the franchisee an exclusive territory for the length 
of the franchise or can the franchisor sell a second or third franchise in 
this territory? 
13. Is the franchisor connected in any way with any other franchise company 
handling similar merchandise or services? 
14. If the answer to the last question is "YES", what is the franchisee's 
protection against this second franchisor organization? 
15. Under the circumstances, can the franchisee terminate the franchise 
contract and at what cost to himself if he decides for any reason at all that 
he wishes to cancel it? 
16. If the franchisee sells his franchise, will he be compensated for his good¬ 
will or will the goodwill he has built into the business be lost? 
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The Franchisee 
17. How much equity capital will one have to have to purchase the franchise 
and operate it until his income equals his expenses? Where is he going 
to get it? 
18. Is he prepared to give up some independence of action to secure the 
advantages offered by the franchise? 
19. Does the franchisee really believe he has the inate ability, training and 
experience to work smoothly and profitably with the franchisor, and 
his customers? 
20. Is he ready to spend much or all of the remainder of his business life with 
this franchisor, offering his product or service to the public? 
The Market 
21. Has the franchisee made any study to determine whether the product for 
service which he proposes to sell under the franchise has a market in his 
territory at the prices he will have to charge? 
22. Will the population in the territory given the franchisee increase, remain 
static, or decrease over the next five years? 
23. Will the product or service he is considering be in greater demand, about 
the same, or less demand five years from now than today? 
24. What competition exists in the territory already for the product or service 
he contemplates selling? 
(a) Non-franchise firms? 
(b) Franchise firms? ^ 
The prospective franchisee must realize and must accept that a franchise 
agreement is a contract. And as long as all legal requirements are satisfied, 
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the contract may be detrimental economically to one party and yet be sanctioned 
by law. The business and economics consequences of each contract should be 
studied and analyzed before signing. It is highly recommended that a lawyer 
and/or accountant go over the legal and economic consequences and obligations 
of the franchise agreement before one signs it. This cannot be emphasized too 
much. 
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When you and the franchisor discussed the contract, was your lawyer 
present? 17% Yes 83% No 
When you signed it, did you have legal counsel? 43% Yes 56% No 
Did your lawyer approve the franchise contract without any alterations 
after carefully studying it? 44% Yes 56% No 
Did you think that the contract could be altered? 59% Yes 41% No 
Did you attempt to make any alterations? 31% Yes 69% No 
Were any alterations made? 42% Yes 58% No 
Before signing the contract, did you have the desire to be your own boss? 
100% Yes 
After signing the contract, do you feel that you are your own boss? 
92% Yes 8% No 
Do you and the company agree on most major points? 92% Yes 8% No 
In fulfilling your obligations under the contract and in managing the business, 
do you feel a lack of independence? 29% Yes 71% No 
Do you feel that you can build a better advertisement program than the 
company has for your particular business? 56% Yes 44% No 
Do you feel that the parent company has so much control over you that it 
should dictate policies and practices injurious to you, but not to others in 
the chains? (on the principle of the greatest good for the greatest number) 
27% Yes 73% No 
Have you found it necessary to handle a product or service or participate 
in a promotional program that you find impractical, unimportant, unprofit¬ 
able, or even offensive? 29% Yes 71% No 
14. Have you found that in some problems that have arisen, and these problems 
have had an adverse effect on profits, the company, left with a choice of 
cutting its own profits as against yours, acted to preserve its own margins? 
23% Yes 77% No 
15. Do you find that you work for the company and not for yourself? 
23% Yes 77% No 
16. Do you feel that you know more about your given rights and obligations 
under the franchise agreement now than you did before entering into the 
contract? 75% Yes 25% No 
17. Is it easy to cancel your franchise? 58% Yes 42% No 
18. Do you have a quota clause in your contract? 59% Yes 41% No 
19. Have you considered dropping your franchise contract and still carry on 
the business? 8% Yes 92% No 
20. Does the franchise give you an exclusive territory for the length of the 
franchise? 63% Yes 37% No 
21. Does the company require some managerial aid that you do not need? 
77% Yes 23% No 
22. Do you feel that all requirements in the contract are for the good of: 
(a) the business 83% Yes 17% No 
(b) partly for the benefit of the franchisee and franchisor? 100% Yes 
23. Were you totally satisfied with the contract? 63% Yes 37% No 
(a) partially satisfied? 78% Yes 22% No 
24. Under what conditions may your franchise be cancelled? 
